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accessions, additions, fixtures, insur-
ance proceeds (whether or not the cred-
itor is a loss payee or beneficiary), pre-
mium rebates, or interests in after-ac-
quired property. For purposes of disclo-
sures under §§226.6 and 226.18, the term
does not include an interest that arises
solely by operation of law. However,
for purposes of the right of rescission
under §§226.15 and 226.23, the term does
include interests that arise solely by
operation of law.

(26) State means any state, the Dis-
trict of Columbia, the Commonwealth
of Puerto Rico, and any territory or
possession of the United States.

(b) Rules of construction. For purposes
of this regulation, the following rules
of construction apply:

(1) Where appropriate, the singular
form of a word includes the plural form
and plural includes singular.

(2) Where the words obligation and
transaction are used in the regulation,
they refer to a consumer credit obliga-
tion or transaction, depending upon
the context. Where the word credit is
used in the regulation, it means con-
sumer credit unless the context clearly
indicates otherwise.

(3) Unless defined in this regulation,
the words used have the meanings
given to them by state law or contract.

(4) Footnotes have the same legal ef-
fect as the text of the regulation.

(5) Where the word amount is used in
this regulation to describe disclosure
requirements, it refers to a numerical
amount.

[75 FR 7793, Feb. 22, 2010]

§226.3 Exempt transactions.

This regulation does not apply to the
following: 4

(a) Business, commercial, agricultural,
or organicational credit.

(1) An extension of credit primarily
for a business, commercial or agricul-
tural purpose.

(2) An extension of credit to other
than a natural person, including credit
to government agencies or instrumen-
talities.

(b) Credit over $25,000 not secured by
real property or a dwelling. An extension
of credit in which the amount financed
exceeds $25,000 or in which there is an

4[Reserved]
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express written commitment to extend
credit in excess of $25,000, unless the
extension of credit is:

(1) Secured by real property, or by
personal property used or expected to
be used as the principal dwelling of the
consumer; or

(2) A private education loan as de-
fined in §226.46(b)(5).

(c) Public utility credit. An extension
of credit that involves public utility
services provided through pipe, wire,
other connected facilities, or radio or
similar transmission (including exten-
sions of such facilities), if the charges
for service, delayed payment, or any
discounts for prompt payment are filed
with or regulated by any government
unit. The financing of durable goods or
home improvements by a public utility
is not exempt.

(d) Securities or commodities accounts.
Transactions in securities or commod-
ities accounts in which credit is ex-
tended by a broker-dealer registered
with the Securities and Exchange Com-
mission or the Commodity Futures
Trading Commission.

(e) Home fuel budget plans. An install-
ment agreement for the purchase of
home fuels in which no finance charge
is imposed.

(f) Student loan programs. Loans
made, insured, or guaranteed pursuant
to a program authorized by title IV of
the Higher Education Act of 1965 (20
U.S.C. 1070 et seq.).

() Employer-sponsored retirement
plans. An extension of credit to a par-
ticipant in an employer-sponsored re-
tirement plan qualified under Section
401(a) of the Internal Revenue Code, a
tax-sheltered annuity under Section
403(b) of the Internal Revenue Code, or
an eligible governmental deferred com-
pensation plan under Section 457(b) of
the Internal Revenue Code (26 U.S.C.
401(a); 26 U.S.C. 403(b); 26 U.S.C. 457(b)),
provided that the extension of credit is
comprised of fully vested funds from
such participant’s account and is made
in compliance with the Internal Rev-
enue Code (26 U.S.C. 1 et seq.).

[75 FR 7794, Feb. 22, 2010]

§226.4 Finance charge.

(a) Definition. The finance charge is
the cost of consumer credit as a dollar
amount. It includes any charge payable
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directly or indirectly by the consumer
and imposed directly or indirectly by
the creditor as an incident to or a con-
dition of the extension of credit. It
does not include any charge of a type
payable in a comparable cash trans-
action.

(1) Charges by third parties. The fi-
nance charge includes fees and
amounts charged by someone other
than the creditor, unless otherwise ex-
cluded under this section, if the cred-
itor:

(i) Requires the use of a third party
as a condition of or an incident to the
extension of credit, even if the con-
sumer can choose the third party; or

(ii) Retains a portion of the third-
party charge, to the extent of the por-
tion retained.

(2) Special rule; closing agent charges.
Fees charged by a third party that con-
ducts the loan closing (such as a settle-
ment agent, attorney, or escrow or
title company) are finance charges
only if the creditor—

(i) Requires the particular services
for which the consumer is charged;

(ii) Requires the imposition of the
charge; or

(iii) Retains a portion of the third-
party charge, to the extent of the por-
tion retained.

(3) Special rule; mortgage broker fees.
Fees charged by a mortgage broker (in-
cluding fees paid by the consumer di-
rectly to the broker or to the creditor
for delivery to the broker) are finance
charges even if the creditor does not
require the consumer to use a mort-
gage broker and even if the creditor
does not retain any portion of the
charge.

(b) Examples of finance charges. The fi-
nance charge includes the following
types of charges, except for charges
specifically excluded by paragraphs (c)
through (e) of this section:

(1) Interest, time price differential,
and any amount payable under an add-
on or discount system of additional
charges.

(2) Service, transaction, activity, and
carrying charges, including any charge
imposed on a checking or other trans-
action account to the extent that the
charge exceeds the charge for a similar
account without a credit feature.

12 CFR Ch. Il (1-1-11 Edition)

(3) Points, loan fees, assumption fees,
finder’s fees, and similar charges.

(4) Appraisal, investigation, and cred-
it report fees.

(5) Premiums or other charges for
any guarantee or insurance protecting
the creditor against the consumer’s de-
fault or other credit loss.

(6) Charges imposed on a creditor by
another person for purchasing or ac-
cepting a consumer’s obligation, if the
consumer is required to pay the
charges in cash, as an addition to the
obligation, or as a deduction from the
proceeds of the obligation.

(7) Premiums or other charges for
credit life, accident, health, or loss-of-
income insurance, written in connec-
tion with a credit transaction.

(8) Premiums or other charges for in-
surance against loss of or damage to
property, or against liability arising
out of the ownership or use of property,
written in connection with a credit
transaction.

(9) Discounts for the purpose of in-
ducing payment by a means other than
the use of credit.

(10) Charges or premiums paid for
debt cancellation or debt suspension
coverage written in connection with a
credit transaction, whether or not the
coverage is insurance under applicable
law.

(c) Charges excluded from the finance
charge. The following charges are not
finance charges:

(1) Application fees charged to all ap-
plicants for credit, whether or not
credit is actually extended.

(2) Charges for actual unanticipated
late payment, for exceeding a credit
limit, or for delinquency, default, or a
similar occurrence.

(3) Charges imposed by a financial in-
stitution for paying items that over-
draw an account, unless the payment
of such items and the imposition of the
charge were previously agreed upon in
writing.

(4) Fees charged for participation in a
credit plan, whether assessed on an an-
nual or other periodic basis.

(b) Seller’s points.

(6) Interest forfeited as a result of an
interest reduction required by law on a
time deposit used as security for an ex-
tension of credit.
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(7T) Real-estate related fees. The fol-
lowing fees in a transaction secured by
real property or in a residential mort-
gage transaction, if the fees are bona
fide and reasonable in amount:

(i) Fees for title examination, ab-
stract of title, title insurance, property
survey, and similar purposes.

(ii) Fees for preparing loan-related
documents, such as deeds, mortgages,
and reconveyance or settlement docu-
ments.

(iii) Notary and credit-report fees.

(iv) Property appraisal fees or fees
for inspections to assess the value or
condition of the property if the service
is performed prior to closing, including
fees related to pest-infestation or
flood-hazard determinations.

(v) Amounts required to be paid into
escrow or trustee accounts if the
amounts would not otherwise be in-
cluded in the finance charge.

(8) Discounts offered to induce pay-
ment for a purchase by cash, check, or
other means, as provided in section
167(b) of the Act.

(d) Insurance and debt cancellation and
debt suspension coverage. (1) Voluntary
credit insurance premiums. Premiums for
credit life, accident, health, or loss-of-
income insurance may be excluded
from the finance charge if the fol-
lowing conditions are met:

(i) The insurance coverage is not re-
quired by the creditor, and this fact is
disclosed in writing.

(ii) The premium for the initial term
of insurance coverage is disclosed in
writing. If the term of insurance is less
than the term of the transaction, the
term of insurance also shall be dis-
closed. The premium may be disclosed
on a unit-cost basis only in open-end
credit transactions, closed-end credit
transactions by mail or telephone
under §226.17(g), and certain closed-end
credit transactions involving an insur-
ance plan that limits the total amount
of indebtedness subject to coverage.

(iii) The consumer signs or initials an
affirmative written request for the in-
surance after receiving the disclosures
specified in this paragraph, except as
provided in paragraph (d)(4) of this sec-
tion. Any consumer in the transaction
may sign or initial the request.

(2) Property insurance premiums. Pre-
miums for insurance against loss of or

§226.4

damage to property, or against liabil-
ity arising out of the ownership or use
of property, including single interest
insurance if the insurer waives all
right of subrogation against the con-
sumer,> may be excluded from the fi-
nance charge if the following condi-
tions are met:

(i) The insurance coverage may be
obtained from a person of the con-
sumer’s choice,b and this fact is dis-
closed. (A creditor may reserve the
right to refuse to accept, for reasonable
cause, an insurer offered by the con-
sumer.)

(ii) If the coverage is obtained from
or through the creditor, the premium
for the initial term of insurance cov-
erage shall be disclosed. If the term of
insurance is less than the term of the
transaction, the term of insurance
shall also be disclosed. The premium
may be disclosed on a unit-cost basis
only in open-end credit transactions,
closed-end credit transactions by mail
or telephone under §226.17(g), and cer-
tain closed-end credit transactions in-
volving an insurance plan that limits
the total amount of indebtedness sub-
ject to coverage.

(3) Voluntary debt cancellation or debt
suspension fees. Charges or premiums
paid for debt cancellation coverage for
amounts exceeding the value of the
collateral securing the obligation or
for debt cancellation or debt suspen-
sion coverage in the event of the loss of
life, health, or income or in case of ac-
cident may be excluded from the fi-
nance charge, whether or not the cov-
erage is insurance, if the following con-
ditions are met:

(i) The debt cancellation or debt sus-
pension agreement or coverage is not
required by the creditor, and this fact
is disclosed in writing;

(ii) The fee or premium for the initial
term of coverage is disclosed in writ-
ing. If the term of coverage is less than
the term of the credit transaction, the
term of coverage also shall be dis-
closed. The fee or premium may be dis-
closed on a unit-cost basis only in
open-end credit transactions, closed-
end credit transactions by mail or tele-
phone under §226.17(g), and certain

5[Reserved]

6[Reserved]
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closed-end credit transactions involv-
ing a debt cancellation agreement that
limits the total amount of indebted-
ness subject to coverage;

(iii) The following are disclosed, as
applicable, for debt suspension cov-
erage: That the obligation to pay loan
principal and interest is only sus-
pended, and that interest will continue
to accrue during the period of suspen-
sion.

(iv) The consumer signs or initials an
affirmative written request for cov-
erage after receiving the disclosures
specified in this paragraph, except as
provided in paragraph (d)(4) of this sec-
tion. Any consumer in the transaction
may sign or initial the request.

(4) Telephone purchases. If a consumer
purchases credit insurance or debt can-
cellation or debt suspension coverage
for an open-end (not home-secured)
plan by telephone, the creditor must
make the disclosures under paragraphs
(d)(Q)@A) and (ii) or (d)(3)(i) through (iii)
of this section, as applicable, orally. In
such a case, the creditor shall:

(i) Maintain evidence that the con-
sumer, after being provided the disclo-
sures orally, affirmatively elected to
purchase the insurance or coverage;
and

(ii) Mail the disclosures under para-
graphs (d)(1)(i) and (@{i) or (@(@3)({)
through (iii) of this section, as applica-
ble, within three business days after
the telephone purchase.

(e) Certain security interest charges. If
itemized and disclosed, the following
charges may be excluded from the fi-
nance charge:

(1) Taxes and fees prescribed by law
that actually are or will be paid to pub-
lic officials for determining the exist-
ence of or for perfecting, releasing, or
satisfying a security interest.

(2) The premium for insurance in lieu
of perfecting a security interest to the
extent that the premium does not ex-
ceed the fees described in paragraph
(e)(1) of this section that otherwise
would be payable.

(3) Taxes on security instruments. Any
tax levied on security instruments or
on documents evidencing indebtedness
if the payment of such taxes is a re-
quirement for recording the instru-
ment securing the evidence of indebt-
edness.

12 CFR Ch. Il (1-1-11 Edition)

(f) Prohibited offsets. Interest, divi-
dends, or other income received or to
be received by the consumer on depos-
its or investments shall not be de-
ducted in computing the finance
charge.

[75 FR 7794, Feb. 22, 2010]

Subpart B—Open-End Credit

§226.5 General
ments.

(a) Form of disclosures. (1) General. (i)
The creditor shall make the disclosures
required by this subpart clearly and
conspicuously.

(ii) The creditor shall make the dis-
closures required by this subpart in
writing,” in a form that the consumer
may keep,8 except that:

(A) The following disclosures need
not be written: Disclosures under
§226.6(b)(3) of charges that are imposed
as part of an open-end (not home-se-
cured) plan that are not required to be
disclosed under §226.6(b)(2) and related

disclosure require-

disclosures of charges under
§226.9(c)(2)(iii)(B); disclosures under
§226.9(c)(2)(vi); disclosures under

§226.9(d) when a finance charge is im-
posed at the time of the transaction;
and disclosures under §226.56(b)(1)(1).

(B) The following disclosures need
not be in a retainable form: Disclosures
that need not be written under para-
graph (a)(1)(ii)(A) of this section; dis-
closures for credit and charge card ap-
plications and solicitations under
§226.5a; home-equity disclosures under
§226.5b(d); the alternative summary
billing-rights statement under
§226.9(a)(2); the credit and charge card
renewal disclosures required under
§226.9(e); and the payment require-
ments under §226.10(b), except as pro-
vided in §226.7(b)(13).

(iii) The disclosures required by this
subpart may be provided to the con-
sumer in electronic form, subject to
compliance with the consumer consent
and other applicable provisions of the
Electronic Signatures in Global and
National Commerce Act (E-Sign Act)
(15 U.S.C. 7001 et seq.). The disclosures
required by §§226.5a, 226.5b, and 226.16
may be provided to the consumer in

7[Reserved]

8[Reserved]
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